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15 CURRENT AND FORMER REQ STERED SPEC AL|I STS
ON THE NEW YORK STOCK EXCHANGE | NDI CTED
ON FEDERAL SECURI TI ES FRAUD CHARGES

DAVID N KELLEY, the United States Attorney for the
Southern District of New York, and JOHN KLOCHAN, the Acting
Assistant Director-in-Charge of the New York Ofice of the
Federal Bureau of Investigation, announced today the unsealing of
nine indictments charging 15 current and former New York Stock
Exchange (the “NYSE’) specialists. The indictnents allege that
the defendants, as registered specialists, violated the federal
securities laws through patterns of fraudulent and i nproper
trading from approxi mately 1999 through April 2003.

The 15 individuals charged in today’ s indictnments were,
or are currently, enployed by five NYSE specialist firmns.
Def endants DAVI D FI NNERTY, DONALD R FOLEY II, SCOIT G HUNT and
THOMAS J. MJURPHY, JR , acted as specialists at Fleet Specialist,
Inc., now known as Banc of America Specialist (“Fleet”).

Def endants FRANK A. DELANEY IV and KEVIN M FEE acted as



specialists at Bear Wagner Specialists LLC (“Bear Wagner”), and
are currently enployed as nanaging directors at Bear Wgner,
working at Bear Wagner’'s proprietary trading desk. Def endant
FREDDY DEBOER acted as a specialist at LaBranche & Co. LLC
(“LaBranche”). Def endant ROBERT A. JOHNSON, JR, acted as a
specialist at Spear, Leeds & Kellogg Specialists LLC ("“Spear
Leeds”). Def endants PATRI CK MCGAGH, JOSEPH BONG ORNO, M CHAEL
HAYWARD, RI CHARD VOLPE, M CHAEL STERN, GERARD HAYES and ROBERT
SCAVONE acted as specialists at Van der Mool en Specialists USA,
LLC (“VDM). Fourteen of the defendants served at some point in
ei t her supervi sory  or managemnent positions wthin their
respective specialist firns. In addition, seven of the
def endants — DELANEY, JOHNSON, BONG ORNO, HAYWARD, STERN, VOLPE
and SCAVONE - each served as NYSE floor officials and were
responsible for supervising and regulating trading floor
activities. BONG CRNO al so served as one of twenty senior floor
of ficials known as Fl oor Governors.

As charged in the Indictnments, purchases and sal es of
securities on the NYSE nust generally be executed through a
speci alist who works on the floor of the exchange. Each security
listed for trading on the NYSE is assigned to a particular
specialist and is traded through an assigned “post” on the floor
of the exchange. Orders to purchase or sell securities are

presented to a specialist in one of two ways: either orally and
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in person by a floor broker on the floor of the NYSE, or
transmitted to the specialist electronically using the NYSE s
Super Designated Order Turnaround System (“Super DOT”). Orders
transmtted over the Super DOl system appear on a special
conputer screen, often referred to as the “display book,” which
is present at every specialist’s trading post.

After receiving an order to buy or sell a security, the
specialist could execute or “fill” the order in one of two ways.
Cenerally, the specialist nmust match any open orders to buy from
one investor with an open order to sell from another investor
within the sane price range. Oders executed in this manner are
generally referred to as “agency” orders because the speciali st
sinply acts as an agent matching orders fromw lling buyers with
willing sellers. Specialists were generally required by rul es of
the United States Securities and Exchange Comm ssion and the NYSE
to execute trades on an agency basis whenever possible.

The Indictnents al so charge that NYSE rul es prohibited
specialists from buying or selling securities on a principal or
deal er basis if the specialist were aware of pending orders from
investors at the sane price. In other words, according to the
I ndi ctments, specialists were prohibited from “tradi ng ahead” of
public orders by buying or selling stock for their proprietary
accounts at prices that were nore advantageous than the prices

they would then give to existing public orders.
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The | ndi ct nent s al | ege t hat t he def endant s
systematically violated NYSE rules and breached their duties to
investors by both *“trading ahead” of investor orders and
“interpositioning” trades for their firnms’ accounts between open
i nvestor orders. As described in the Indictnment, a specialist
“trades ahead” by filling executable customer buy and sell orders
through principal trades from the specialist’s proprietary
accounts in front of executable custoner orders. A speciali st
engages in “interpositioning” by either purchasing stock for the
specialist’s proprietary accounts from custonmer sell orders, and
then filling <customer buy orders by selling from their
proprietary accounts at a higher price, or selling stock from
their proprietary accounts to customer buy orders, and then
filling custoner sell orders by buying for their proprietary
accounts at a |ower price. Thus, the specialists and their
firms’ proprietary accounts allegedly profited by capturing the
spread between the lower price at which they bought stock from
custonmer sell orders and the higher price at which they sold
stock to customer buy orders. By interpositioning and buying or
selling stock for the proprietary account at the nost
advant ageous price avai |l abl e, t he speci alists al |l egedl y

di sadvantaged at |east one of the customer orders that was a



party to the transaction by executing the customer orders at a
| ess advant ageous pri ce.

According to the Indictnents, illegal trading profits
earned by each of these defendants as a result of
i nt er posi tioning ranged from approximtely $150, 000 to
approximately $4.4 mllion, and custoner harm caused by each of
these defendants as a result of trading ahead ranged from
approxi mately $400,000 to $5 mllion. The total anount of
illegal trading profit alleged to have been caused by
interpositioning by all of the defendants, collectively, was
approxi mately $13, 467, 000. The total amount of custoner harm
all eged to have been caused by trading ahead by all of the
def endants, collectively, was approxi mtely $19, 040, 000.

FI NNERTY, 38, lives in Wehawken, New Jersey.

FOLEY, 44, lives in Darien, Connecticut.

HUNT, 36, lives in Canpbell Hall, New York.

MURPHY, 41, lives in Rockville Center, New York
DELANEY, 42, lives in Runson, New Jersey.

FEE, 37, lives in Ri dgewood, New Jersey.

DEBCER, 43, is believed to reside in the Netherlands.
JOHNSON, 39, resides in Freehold, New Jersey.

MCGAGH, 39, lives in Little Silver, New Jersey.

BONG ORNO, 50, lives in Brooklyn, New York.
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HAYWARD, 51, lives in Ransey, New Jersey.

VOLPE, 45, lives in Port Wshington, New YorKk.

STERN, 54, lives in New Canaan, Connecticut.

HAYES, 44, lives in Easton, Connecticut.

SCAVONE, 45, lives in Franklin Lakes, New Jersey.

Fourteen of the individuals charged surrendered to |aw
enforcenment authorities this norning and are expected to be
presented |later today in Manhattan federal court.

| f convicted, the defendants face, on each count of
securities fraud, a maxi num sentence of 10 years in prison and a
maxi mum fine of the greatest of $1 million or twice the gross
gain or loss resulting fromthe offense if the conduct pre-dated
July 30, 2002, the effective date of the Sarbanes-xley Act, and
a maxi mum sentence of 20 years in prison, and a nmaxi mum fine of
the greatest of $5 mllion or twice the gross gain or |oss
resulting from the offense, if the conduct post-dates Sarbanes-
Oxl ey. In addition, each of the VDM defendants faces a maxi num
sentence on the conspiracy count of five years in prison, as well
as a fine of the greatest of $250,000 or twi ce the gross gain or
| oss resulting fromthe of fense.

M. KELLEY, a nmenber of the President’s Corporate Fraud
Task Force, praised the efforts of the Federal Bureau of

| nvesti gati on. M. KELLEY also thanked the SEC, which today
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filed civil securities fraud charges against the individuals
indicted, for its assistance in the investigation of this case,
as well as the NYSE, which has been cooperating with the
Governnent in its continuing investigation.

M. KELLEY also stated: "Specialists play a unique and
fundanmental role in the proper functioning of our securities
mar ket s. They are charged wth special duti es and
responsibilities to ensure that nmarkets operate fairly and
openly. The conduct alleged in these indictnments violated those
nost inportant duties. These defendants broke the rules
repeatedly, they cheated the narkets and they cheated the
investors who relied upon them This Ofice will vigorously act
to protect investors from market professionals who violate the
rul es and abuse their positions of trust for economc gain."

Assistant United States Attorneys M CHAEL S. SCHACHTER
and LAUREN GOLDBERG are in charge of the prosecution.

The charges contained in the Indictnments are nerely
accusations, and the defendants are presuned innocent unless and
until proven guilty.
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